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El Salvador led Central America in economic growth last year and met many of its own
macroeconomic targets. An import binge following tariff reductions, however, increased the trade
deficit, while stubborn inflation also continues to plague the economy. According to a preliminary
study of 1995 macroeconomic indicators by the UN's Economic Commission on Latin America and
the Caribbean (ECLAC), El Salvador's GDP grew by 6.5%.
Growth in the economy was reflected as well in a per capita increase in GDP of 4%, compared
with only 2% in 1994. Final figures for the year provided by the Central Bank (Banco Central de
Reserva, BCR) differ somewhat from ECLAC. The BCR reported growth at only 6%, slightly less than
ECLAC's estimates, but still a marked improvement over the 4.3% recorded by the BCR in 1994.
Inflation was a weak spot in the economy, totalling 11.4% for the year and surpassing the 8.9%
registered in 1994. The government's inflation target for 1995 had been 7.9%. Major factors
contributing to last year's inflation were government- ordered increases in utility rates and in the
value added tax (impuesto al valor agregado, IVA), which was raised from 10% to 13% in May.
Credit growth of 33% in 1995 contributed to the price instability last year. During some months,
credit expanded at a rate as high as 40%. Fear that the economy was overheating prompted the
Central Bank to apply the brakes in the second quarter of last year by selling government certificates
to soak up liquidity and by raising interest rates to dampen demand for credit (see NotiSur,
11/09/95).
In general, the economy met the government's monetary and fiscal projections for the year. For
example, although the tax boost helped fuel inflation, it also helped drive down the fiscal deficit
from 2.1% of GDP in 1994 to 1.6% in 1995, according to the ECLAC report. Furthermore, the local
currency remained stable during 1995, largely because of strong foreign reserves. Although for the
time being, the Central Bank has abandoned a plan announced early last year to peg the colon to
the US dollar, Central Bank vice president Gino Bettaglio announced in January that the bank will
defend the colon at its present exchange rate of around 8.79 per US$1.00. He dismissed rumors of an
imminent devaluation, noting that the currency was "in equilibrium," with sufficient reserves and
a manageable US$2.1 billion external debt, which equals only 25% of GDP. Indeed, foreign reserves
are key to El Salvador's economic health.
The Central Bank predicts that the 1995 reserves of US$928 million will grow to US$1.048 billion
during 1996. Family remittances from Salvadorans living abroad remain the biggest single source of
hard currency, helping to maintain reserves and to close the trade-balance gap. Total remittances
in 1995 were US$1.152 billion, according to government figures. Besides inflation, the trade picture
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is another weak spot in the economy. Exports fared well enough in 1995, earning US$1.69 billion,
according to the preliminary ECLAC report, and US$1.661 according to Central Bank figures
released in January. Both estimates clearly show a substantial increase over the 1994 export
performance of US$1.249 billion. Furthermore, economy officials were pleased with the mix of
export products. Maquila exports made up 40% of the total, earning US$657 million a 52.8% increase
over 1994 earnings. Nontraditional goods such a refrigerators and other durables, medicines,
perfumes, paper containers, shoes, clothing, and snack foods made up nearly US$580 million of
the export earnings, an increase of 17% over the previous year. Traditional goods such as coffee
accounted for over US$420 million in sales abroad. It was in imports that the trade picture turned
dismal. ECLAC's estimates show that imports totalled US$3.05 billion, compared with US$2.407
billion in 1994.
The Central Bank report put the 1995 total even higher, at US$3.352 billion, indicating a massive
39% increase over the previous year. The heavy import splurge during 1995 can be explained as
a direct result of the tariff reductions on raw materials and capital goods that took effect in April.
The import of capital goods rose 31% and raw materials by 23%. Trade officials did not appear to be
concerned by the flood of imports, however. The major purpose of the tariff reduction, as explained
by the administration last year, was to stimulate the importation of inputs needed by industry to
increase the economy's productive capacity and eventually to enlarge the export sector (see NotiSur,
05/18/95).
Many analysts take expanding importation of industrial inputs as a sign that the stage is being set
for an economic takeoff led by exports. Indeed, a further increase in the trade imbalance is expected
for 1996. The US$1.691 trade imbalance as calculated in the Central Bank report helped boost
the deficit on the current account to over US$400 million. Nevertheless, family remittances and
foreign credits paid for the deficit and left a surplus in the balance of payments of around US$140
million. Central Bank president Roberto Orellana said in January that the economy could tolerate an
increase of about US$100 million in the trade deficit, which is expected as a result of a new round of
tariff reductions scheduled for July of this year. The reductions will also be felt in lost revenue, with
customs receipts dropping by an estimated US$34 million. In its Monetary and Financial Program
for 1996, the Central Bank takes special aim at bringing down inflation to between 7% and 9%.
Orellana said that the goal could be reached because no further increases in taxes or in governmentprovided public services are planned. But consumer prices rose in January 1996 by 1.5%, bringing
the total accumulation for the 12-month period ending with January to 12.2%. The Ministry of
Economy downplayed the sudden jump, explaining that it was a seasonal phenomenon reflecting
increases in school tuition for the new scholastic year, which began in January. Nevertheless the
independent Center for Consumer Protection (Centro para la Defensa del Consumidor, CDC)
reported that January prices grew disproportionately for several basic consumer items such as
sugar (up 15%), beans (up 55%), and wheat flour (up 40%). Some economists are already predicting
another year of high inflation in 1996. Meanwhile, the Central Bank has indicated that at least one
percentage point in GDP growth will be sacrificed to slow the economy in 1996 and to help meet
inflationary goals. (Sources: International Market Insights, 01/17/96; Inter Press Service, 01/13/96.
01/19/96; Notimex, 01/23/96; Agence France- Presse, 01/31/96; Reuter, 01/18/96, 02/08/96; Agencia
Centroamericana de Noticias Spanish News Service, 01/18/96, 02/07/96, 02/08/96)
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